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Seasonal Factors Affecting
Bank Reserves
THE ABILITY and to some extent the
willingness of member banks to extend credit
are based on their reserve positions. The
reserve position of banks as a group in turn
depends on Federal Reserve action, on the
behavior of bank credit and deposits as re-
flected in the need to hold required reserves,
and on the largely independent short-run
behavior of a number of so-called money
market factors.
One measure commonly used to summa-
rize the effects of these influences on the
reserve position of member banks as a
group is free reserves—reserves in excess of
requirements less member bank borrowings
from the Federal Reserve Banks. While
free reserves measure only approximately
changes in the ability of banks to expand
credit, because the distribution of reserves
among classes of banks changes from time to
time, increases in positive or decreases in
negative free reserves tend to be accompa-
nied by easing credit conditions, and vice
versa.
1 "Reserve positions," "reserve availa-
bility," and "reserves" as used in this article
refer to free reserves rather than to total re-
serves.
While movements of factors affecting re-
serves are usually dominated by long-run,
seasonal, or irregular influences, the be-
havior of some factors is influenced to an
NOTE.—This article was prepared by Edwin J.
Swindler of the Board's Division of Research and
Statistics.
1 Negative free reserves are often called net bor-
rowed reserves.
important extent by more than one of these
characteristics. Both long- and short-run
influences, for example, tend to affect move-
ments in required reserves and currency in
circulation.
Long-run movements in gold stock have
had considerably more effect on reserves
than short-run movements in recent years,
as shown in Table 1. Treasury deposits
with the Federal Reserve Banks, on the
other hand, tend to have important week-
to-week but inconsequential seasonal and
long-run movements. Federal Reserve float
is significant because of its short-term ir-
regular and seasonal movements rather than
its long-run changes.
In recent years the most important market
factors have been currency in circulation,
Federal Reserve float, and Treasury deposits
with the Reserve Banks. Short-run changes
in these three factors and in required re-
serves have been sufficiently large to require
continuous attention in the planning and
conduct of Federal Reserve open market
operations.
At times these short-term changes have
tended to reinforce objectives of monetary
policy or have been so short in duration as
to have little effect on the money market. At
other times the magnitude or direction of
seasonal or other short-run fluctuations has
necessitated Federal Reserve intervention to
prevent undue disturbance of the money
market or to encourage market develop-
ments favorable to long-run economic
stability and growth.
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TABLE 1
CHANGES IN FACTORS AFFECTING BANK RESERVE
POSITIONS
 1
[Based on averages of daily figures; in millions of dollars]
Item
Member bank reserve balances,
total
Required reserves, total










Deposits with F. R. Banks. . .
Other deposits at F. R. Banks..
Other F. R. accounts
Gold stock
Foreign deposits with F. R. Banks
Federal Reserve float
Federal Reserve credit, excluding
float?




Reserve positions (free reserves:


































































1 This table is based on figures that appear in the first table of the
statistical section of each Federal Reserve BULLETIN. Increases in
gold stock, Federal Reserve credit (including float), and Treasury
currency add to reserves while increases in all other factors reduce
reserves, and vice versa. Foreign deposits include foreign loans on
gold.
2 Based on monthly averages.
3 Seasonal range of movement, based on semimonthly averages
for required reserves and weekly averages for other items.
* Mean change in weekly averages during 1957 disregarding sign.
5 Not computed or not applicable.
6 Change in required reserves attributable to deposit growth was
obtained by deducting from the actual change in required reserves
over the period, the estimated amount of reserves released by reduc-
tions in reserve requirements in 1953 and 1954.
i Signs on figures in first column indicate effect on reserves.
8 Approximate figures computed from typical weekly variations
in other important factors affecting sources and uses of reserves,
•assuming no change in excess reserves.
9 Free reserves are published regularly in the BULLETIN; see p. 149.
Monetary policy must allow for long-run
growth in the economy's need for bank credit
and money as reflected mainly by increases
in required reserves and currency in circula-
tion. In addition, provision must be made
for seasonal variation in reserve needs.
During the last half of each year the Federal
Reserve typically supplies between $1 bil-
lion and $2 billion of reserves through open
market operations, and absorbs a similar
amount in the first half of the following year.
Reserve needs also fluctuate considerably
over shorter periods as a result of seasonal
and irregular influences.
While Federal Reserve policy is concerned
primarily with the aggregate effect of all
factors, each factor has its own behavior
pattern and requires separate analysis be-
fore movements in over-all reserve availa-
bility can be understood. Descriptions of the
change patterns of the principal factors are
set forth in this article, with emphasis on
seasonal movements and their aggregate
effect on member bank reserve positions.
Seasonally adjusted and unadjusted data for
the four types of deposits subject to reserve
requirements and for currency in circula-
tion and Federal Reserve float are given in
Tables 5 and 6 on pages 132-33. Figures
for earlier years are available on request.
Factors not analyzed because short-run
changes have been relatively small or non-
seasonal in recent years are gold stock, for-
eign deposits with the Federal Reserve
Banks, Treasury cash and currency, and
other Federal Reserve deposits. At times,
however, some of these factors exert tem-
porary influences that must be considered.
REQUIRED RESERVES
Increases in required reserves tend to
tighten, and decreases tend to ease, mem-
ber bank reserve positions. Except on
infrequent occasions when the Federal Re-
serve alters reserve requirement percent-
ages,
2 changes in required reserves reflect
2 Since changes in reserve requirements typically
involve a large volume of funds, they may be accom-
panied during a transition period, as in 1954, by
largely offsetting changes in Federal Reserve holdings
of U. S. Government securities. Required reserves are
affected by net changes in market factors since these
changes affect deposits; they also vary independently
of the market factors as banks increase or decrease
their loans and investments.
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CUMULATIVE SEASONAL CHANGES
IN PRINCIPAL FACTORS AFFECTING RESERVE POSITIONS, 1957
lions of dollars
JAN. FEB. MAR. APR. MAY JUNE JULY AUG. SEPT. OCT. DEC.
NOTE.—Estimated weekly average changes for currency in
circulation and float projected from seasonally adjusted levels
money market and bank credit develop-
ments affecting the volume and distribution
of deposits subject to reserves. To a con-
siderable extent, changes in required reserves
reflect regular seasonal variation in credit
and monetary needs. Longer run changes
are the concern of broad policy actions, but
in any one year these changes are typically
much smaller than the seasonal swings.
During the period 1952-57 required re-
serves of member banks declined $641 mil-
lion. This change resulted from reductions
in reserve requirement percentages in mid-
1953 and mid-1954 that released $2.7
billion in reserves, and a growth in deposits
subject to reserves over the period that ab-
sorbed $2.1 billion, as shown in Table 1.
Cumulative seasonal changes in required
reserves, computed from estimated move-
ments in semimonthly averages of daily
figures for member bank deposits, reach a
maximum of more than $800 million during
the year. This variation reflects seasonal
changes aggregating about $5 billion in all
types of deposits subject to reserves.
3
3 Seasonal changes in weekly average deposits and
required reserves are estimated regularly by the
Board's staff for internal use. Weekly deposit estimates
for December 1956, with no allowance for trend. For de-
scription of estimates for required reserves see note to Table 2.
Most of the seasonal variation in required
reserves shown in the accompanying chart
is attributable to seasonal changes in net
demand deposits, which include demand de-
posits adjusted, United States Government
deposits, and net interbank demand deposits.
Net demand deposits not only fluctuate more
than time deposits but they are also subject
to higher reserve requirements; the require-
ments for net demand deposits in 1956-57
averaged about 16.4 per cent for all member
banks, whereas time deposits were subject
to a reserve requirement of only 5 per cent.
As a result of the combined seasonal
changes in the four types of deposits subject
to reserves described individually in the
following paragraphs, the bulk of the move-
ment in required reserves takes place in
the first and fourth quarters of each year.
Seasonal declines from late December
through May release about $800 million of
reserve funds, as Table 2 and the above
chart show. After rising moderately be-
tween May and September, required reserves
are based in large part on past behavior of required
reserves, and they show a range of seasonal move-
ment of about $5.75 billion, a somewhat wider range
than the semimonthly figures.
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TABLE 2
ESTIMATED SEASONAL LEVELS OF REQUIRED RESERVES AND DEPOSITS, 1957













































































































































































































































NOTE.—The estimated seasonal pattern of required reserves in
this table, in Table 4, and in the charts on pp. 124 and 130 is based
on seasonal fluctuations in the four types of deposits subject to re-
serves with no allowance for trend-cycle. The seasonal pattern of
each component of net demand deposits was estimated for each semi-
monthly period during 1957 by multiplying seasonally adjusted daily
average deposit totals for December 1956 by seasonal adjustment
factors for 1957. The components were then combined and required
reserves were computed using an average of 16.4 per cent (small
seasonal changes in this average percentage were ignored in the
computation). Required reserves for time deposits, computed in a
similar fashion except that a 5 per cent requirement was used, were
added to those for net demand deposits to obtain the seasonal pattern
for total required reserves.
increase rapidly to an annual peak in the
second half of December. Seasonal increases
in the last quarter absorb about $600 million
of reserves.
Demand deposits adjusted. Seasonal changes
in demand deposits adjusted (demand de-
posits less United States Government de-
posits, interbank deposits, and cash items in
the process of collection) account for the
largest portion of seasonal variation in re-
quired reserves. Demand deposits adjusted
at member banks rise nearly $4 billion in
the fourth quarter of each year in response
to a seasonal increase in bank credit, and
fall by the same amount with a seasonal
decline in bank credit in the first quarter, as
Table 2 shows.
In recent years these deposits also have
tended to show seasonal peaks in the last
half of April, June, September, and Decem-
ber, respectively, reflecting in part individual
or business borrowing to meet tax payments
and the time lag before tax returns are
processed and the proceeds transferred
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TABLE 3
EFFECT OF SEASONAL VARIATION ON SELECTED
BANKING DATA
 1
[In millions of dollars]
Item
Demand deposits adjusted

























1 Computed by adding and averaging absolute changes. Figures
for deposits are based on semimonthly changes, 1953-57; those for
currency in cirulation and float on weekly changes during IS57.
to United States Government demand de-
posits.
4
Seasonal movements account for a rela-
tively large proportion of the total variation
in demand deposits adjusted. The average
semimonthly change, disregarding sign, dur-
ing the last five years was $685 million be-
fore adjustment for seasonal variation and
$205 million after such adjustment, or about
two-thirds smaller, as Table 3 shows.
United States Government demand deposits.
United States Government demand deposits
at member banks change rather sharply
from time to time. Since such changes gen-
erally reflect net payments to or receipts
from the public, they ordinarily result in
transfers between Government deposits and
demand deposits adjusted and have little
effect on aggregate net demand deposits ad-
justed or on required reserves.
On the other hand, when funds paid to
the Treasury by the public are obtained by
4 Following enactment of the Mills Plan in Septem-
ber 1950, payment of the annual corporate tax bill was
progressively concentrated in the first half of the
following year. An amendment effective in September
1955 provides for the progressive transfer of corporate
tax payments until 50 per cent of them are payable
the year the liability is incurred. Any changes in
business needs for bank credit resulting from the
timing of tax payments will influence the seasonal
behavior of deposits and required reserves.
borrowing from banks or selling securities
to them, United States Government deposits
may increase with no corresponding de-
crease in demand deposits adjusted. Such
increases typically occur around quarterly
tax payment dates. They also tend to occur
when banks subscribe to a new issue of
United States Government securities or lend
to brokers and dealers to acquire and hold
temporarily an inventory of the new issue
pending distribution.
Notable examples of the effects of Treas-
ury debt operations on net demand deposits
occurred during July 1952 and July 1953
when large flotations of United States Gov-
ernment securities resulted in substantial but
brief expansion in bank deposits while the
securities were being absorbed by the
market, as the chart below shows.
In contrast with the strong influence of
seasonal factors on demand deposits ad-
justed, United States Government demand
deposits are little affected by seasonal forces.
The average semimonthly movement in these
deposits in recent years has been only about














NOTE.—Semimonthly averages of daily figures. Seasonally
adjusted series derived by combining seasonally adjusted figures
for the three types of demand deposits subject to reserves.
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sonal variation. Most of the movement has
been related to the irregular timing of debt
operations during the year.
Net interbank deposits. Net interbank de-
mand deposits (total interbank less demand
balances due from domestic banks) have a
pattern of seasonal change generally similar
to that of demand deposits adjusted, but the
movement is considerably smaller and the
maximum effect on required reserves is less
than $200 million. These deposits increase
gradually from late May through early De-
cember and then at an accelerated pace
through early January, as deposits held with
city correspondents by banks in outlying
areas rise seasonally. They decline from
early January to late May.
The maximum range of seasonal fluctua-
tion in net interbank deposits is generally
about $1 billion. Adjustment for seasonal
variation reduces the average short-run
change three-fifths. Remaining variation is
due principally to irregular influences.
Time deposits. In recent years growth,
rather than seasonal movements, has been
the major influence on required reserves
exerted by member bank time deposits.
The average short-run change in time de-
posits has been about one-sixth smaller after
adjustment for seasonal variation.
Time deposits show relatively small sea-
sonal changes during the year until late
November and early December, when they
decline about $500 million as Christmas
savings and other withdrawals are made to
meet holiday needs.
CURRENCY IN CIRCULATION
The greatest need for reserves since 1951
has come from currency in circulation,
which varies with changes in such factors
as the level of business activity, prices,
incomes, savings, and payment habits.
5
Following an expansion of about two and
one-half times during World War II to a
level of $29 billion at the end of 1946, cur-
rency in circulation declined gradually to
about $27 billion by late 1950. It increased
again with the defense build-up after the
outbreak of war in Korea, but since 1952
has shown relatively small annual changes.
Annual changes in currency in circulation
in recent years have been overshadowed by
seasonal movements, which are larger for
currency than for any other market factor.
The range of fluctuation in weekly average
currency in circulation during the year is
$1.4 billion, with the bulk of the movement
in the three months November-January as
shown in the chart on page 124.
From a seasonally low level in early May,
currency in circulation rises gradually during
the summer and early fall, and at an increas-
ing rate from October through late Decem-
ber. More than two-thirds of the rise during
this period occurs in November and the first
three weeks of December, accompanying the
holiday bulge in trade. A sharp decline
occurs in the five weeks after Christmas, and
a moderate further decline from late January
through April. Outflows and inflows also
occur around major holidays, mainly Me-
morial Day and Independence Day.
In addition, weekly average currency in
circulation displays regular intramonthly
5 Currency in circulation includes Federal Reserve
notes and Treasury currency held outside the Treasury
and Federal Reserve Banks. For details of the Treas-
ury currency component, see the table on p. 155.
While currency is a smaller part of the money supply
than bank deposits, any change in the amount of cur-
rency in circulation (including that held as vault cash
by banks) has a dollar-for-dollar effect on the need
for reserves. This is because banks draw upon their
excess reserves to obtain currency and, in turn, receive
credits to their reserve balances when they return
currency to the Reserve Banks. A change in deposits
affects the volume of required reserves by only a
fraction of the amount.
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seasonal movements marked by a high in the
second week of most months and a low at
the turn of the month. Intramonthly seasonal
variation ranges rather widely, from about
$50 million in February and August to
$300-$400 million in July.
Seasonal variation has accounted for a
large proportion of the change in weekly
average currency in circulation in the last
few years. In 1957, for example, the change
was $105 million before and $30 million
after seasonal adjustment, or more than two-
thirds smaller, as Table 3 shows.
FEDERAL RESERVE FLOAT
Federal Reserve float represents reserves
credited to member banks on checks in
process of collection by the Federal Reserve
Banks for which offsetting debits have not
yet been made against the reserve accounts
of the drawee banks. Since the schedule for
automatic crediting for such checks, known
as the availability schedule, provides for
more rapid collection of some items than
actually occurs, float supplies member banks
with a substantial but fluctuating volume of
reserves. Although technically an element
of Federal Reserve credit, float is consid-
ered here as a market factor because its
short-run changes are largely outside the
influence of the Federal Reserve System.
Long-run changes in float, except as af-
fected by changes in availability schedules,
have had relatively small effects on reserves.
Short-run changes have considerable impact
on reserves; they reflect the volume of checks
entering the collection process, all the factors
influencing check movements from one point
to another, and the rate of processing checks
at the Reserve Banks. The maximum
amount of seasonal variation is almost $1.4
billion, as shown in the chart on page 124.
Float increases moderately during the first
few days of each month as the flow of checks
into the collection process is swelled by pay-
ments made by depositors around the first of
the month. The rise beginning on the 14th
or 15 th and peaking on the 18 th or 19th of
the month is much more marked. There-
after, float usually declines rapidly to a low
near the end of the month. In most months
weekly average float varies by $200-$400
million but in December changes may be as
large as $600 million.
The midmonth increase tends to be
greater in December than in other months
because of high levels of trade and delays in
check movements owing to seasonally over-
burdened transportation facilities. Mid-
month increases also are generally greater
during periods of heavy Federal tax pay-
ments than in other months.
During much of the year, particularly in
winter, temporary nonseasonal increases in
float caused by delays in air and rail trans-
portation are frequent and sometimes large.
When checks delayed in transit reach their
destinations, the influx may overload Re-
serve Bank collection facilities and cause
high levels of float to persist for some time.
The Federal Reserve Banks have limited
space, equipment, and trained personnel for
handling short-run increases in the volume
of checks entering the collection process. In
recent years, however, most of the Banks
have arranged for overtime work and part-
time employees in their collection depart-
ments when the volume of checks is large.
The average weekly change in float during
1957 is about three-fifths smaller after sea-
sonal adjustment. The remaining change
is due mainly to irregular influences.
The relatively large average week-to-week
change that remains after seasonal adjust-
ment, shown in Table 3, is significant from
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the standpoint of projected reserve changes.
It is larger than that in currency partly be-
cause total week-to-week changes in float are
substantially greater than those in currency
in circulation and partly because irregular
influences account for a larger proportion of
total short-term movements.
TREASURY DEPOSITS WITH RESERVE BANKS
Changes in Treasury deposits with the Fed-
eral Reserve Banks have little seasonal or
long-run effect on reserves but exert con-
siderable influence at irregular intervals.
Almost all Treasury disbursements are made
by checks drawn against these deposits.
To minimize the impact of its operations
on reserves, the Treasury tries to keep its
balances with the Reserve Banks relatively
stable. In recent years these balances have
averaged about $500 million—a relatively
low level compared with expenditures. Dur-
ing 1957 the average weekly change, disre-
garding direction, in Treasury balances at
the Reserve Banks was $75 million, nearly
all reflecting irregular influences.
The bulk of Treasury working balances is
held in Government demand deposits at
member banks, described earlier. Most of
these deposits are held in tax and loan ac-
counts. The flow of funds into these ac-
counts reflects mainly the direct payment of
certain types of taxes and the proceeds of
Government security issues. In recent years
balances in these accounts have averaged
$3.5-$4.0 billion. The Treasury usually ad-
justs the amounts and timing of its with-
drawals from, or so-called calls on, deposi-
tary commercial banks for transfer of funds
to Federal Reserve Bank balances so that
the expected inflow of funds at the Reserve
Banks from this and other sources approxi-
mates the anticipated volume of Treasury
checks presented for collection. The aver-
age change, disregarding sign, in weekly
average tax and loan accounts at commer-
cial banks during 1957 exceeded $800 mil-
lion, more than 10 times the average change
for Treasury balances at the Reserve Banks.
Substantial improvement in Treasury con-
trol over the level of its balances at the
Reserve Banks followed revisions in deposit-
ary arrangements with commercial banks in
August 1955. At that time the Treasury
added a third class of depositary banks,
Class C, to supplement Classes A and B.
Class C banks, those with total deposits of
$500 million or more, became subject to
deposit or withdrawal of Treasury tax and
loan funds on very short notice. Initiation
or cancellation of calls, or redeposit of funds,
at these banks is effective on the day notice
is given, in contrast with the two-week notice
usually given Class A depositaries (those
with tax and loan balances of $150,000 or
less) and the 4-7 day notice for other de-
positaries, known as Class B. Largely reflect-
ing this change in procedure, the average
fluctuation in weekly average Treasury bal-
ances at the Reserve Banks in 1956 was
about two-fifths less than in 1955.
Even with these improved procedures, an
exact balancing of debits and credits to
Treasury deposits at the Reserve Banks is
not always possible over short periods.
A transfer of funds between Class C deposi-
taries and the Federal Reserve, for example,
can correct only for an unexpected change in
Reserve Bank balances on the previous day.
Moreover, anticipated amounts of debits
or credits may be changed by such factors as
variation in the rate at which Treasury
checks are cashed and presented for col-
lection, unexpected developments affecting
the amount and timing of revenues from
various sources and the proportion of
anticipated revenues deposited at the Fed-
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eral Reserve Banks, and, during a quarterly
tax period, variations in the speed with which
tax payments are processed by the regional
offices of the Internal Revenue Service.
OTHER FEDERAL RESERVE ACCOUNTS
Major movements in other Federal Reserve
accounts consist mostly of short-run fluctua-
tions attributable to receipts from the Treas-
ury of interest on Federal Reserve holdings
of Government securities and payments to
the Treasury of interest on outstanding Fed-
eral Reserve notes. Interest receipts by the
Federal Reserve vary from month to month
depending on the composition of Federal
Reserve holdings of Treasury debt, and in
recent years have been especially large in
February, August, and December.
Federal Reserve transfers to the Treasury,
reflecting payments of 90 per cent of Fed-
eral Reserve earnings above expenses and
dividends, were made quarterly until the
fall of 1957, when a monthly payment
schedule was adopted. Since then monthly
payments have averaged $5O-$55 million.
Since the seasonal impact on reserves
of these interagency transactions is fairly
closely predictable and controllable as to
both timing and amount, no adjustment
factors have been computed for them.
NET EFFECT OF SEASONAL CHANGES
Estimated cumulative seasonal changes in
semimonthly averages of the major factors
affecting reserve positions have a maximum
range of $1.4 billion, as Table 4 and the
accompanying chart show. These factors
provide the largest volume of reserves in
the last half of May and the smallest in the
first half of December.
Since the reserve effects of major seasonal
swings in Federal Reserve float run counter
to those of currency in circulation and re-
quired reserves, float provides a substantial
offset to movements of the other two factors.
From time to time during the year, how-
ever, the reserve effects of seasonal changes
in float and in currency are in the same di-
rection. Reflecting principally the large in-
tramonthly seasonal movement in float, re-
serve positions tend to tighten in the first
half and ease in the second half of most
months.
CUMULATIVE EFFECT OF SEASONAL CHANGES
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NOTE.—Signs indicate effects on reserve positions during
semimonthly periods. Changes for currency in circulation and
float projected from seasonally adjusted levels for Decem-
ber 1956, with no allowance for trend. For description of
estimates for required reserves see note to Table 2.
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TABLE 4
ESTIMATED SEASONAL CHANGES IN PRINCIPAL FACTORS AFFECTING RESERVE POSITIONS, 1957




























































































































































































































































1 Changes were computed from projected seasonal levels shown in Table 2.
Tables 5 and 6 are shown
on the following pages.
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TABLE 5
DEPOSITS SUBJECT TO RESERVE REQUIREMENTS AT ALL MEMBER BANKS, 1957
BEFORE AND AFTER ADJUSTMENT FOR SEASONAL VARIATION








































































































































































































































































































































































































1 Dollar figures are more appropriate than percentages for adjusting
U. S. Government deposits since the relatively large short-run
changes in these deposits tend to be independent of levels.
NOTE.—Semimonthly averages of daily opening figures. Demand
deposits adjusted are demand deposits other than interbank and
U. S. Government, less cash items reported as in process of collec-
tion. Net interbank deposits are total interbank deposits less demand
balances due from domestic banks.
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TABLE 6
CURRENCY IN CIRCULATION AND FEDERAL RESERVE FLOAT, 1957
BEFORE AND AFTER ADJUSTMENT FOR SEASONAL VARIATION































































































































































































































































































































































































NOTE.—Weekly averages of daily figures. Currency in circulation
includes Federal Reserve notes and Treasury currency held outside
the Treasury and Federal Reserve Banks. For detailed description
of components, see table "Kinds of U. S. Currency Outstanding and
in Circulation" in the statistical section of each Federal Reserve
BULLETIN. Federal Reserve float is adjusted to exclude "Due to
other Federal Reserve Banks, collected funds."
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